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1980  1981  1982  1983  1984  1985  1986  1987  1988  1989  1990 	
 ﾠ 18	
 ﾠ
rapidly	
 ﾠto	
 ﾠOECD	
 ﾠaverages	
 ﾠof	
 ﾠper	
 ﾠcapita	
 ﾠconsumption,	
 ﾠoutput,	
 ﾠand	
 ﾠ(real)	
 ﾠgrowth	
 ﾠ
(Honohan	
 ﾠand	
 ﾠWalsh	
 ﾠ2002,	
 ﾠHonohan	
 ﾠand	
 ﾠLeddin	
 ﾠ2006).	
 ﾠ	
 ﾠ	
 ﾠ
Ireland	
 ﾠcannot	
 ﾠdevalue	
 ﾠits	
 ﾠcurrency	
 ﾠin	
 ﾠ2011	
 ﾠor	
 ﾠ2012.	
 ﾠThere	
 ﾠwill	
 ﾠbe	
 ﾠno	
 ﾠ
windfalls	
 ﾠin	
 ﾠtaxation	
 ﾠrevenue	
 ﾠor	
 ﾠopening	
 ﾠup	
 ﾠof	
 ﾠnew	
 ﾠmarkets,	
 ﾠand	
 ﾠboth	
 ﾠcurrent	
 ﾠ
and	
 ﾠcapital	
 ﾠexpenditures	
 ﾠare	
 ﾠto	
 ﾠbe	
 ﾠreduced	
 ﾠover	
 ﾠa	
 ﾠfive	
 ﾠto	
 ﾠten	
 ﾠyear	
 ﾠperiod	
 ﾠto	
 ﾠ
achieve	
 ﾠa	
 ﾠpositive	
 ﾠprimary	
 ﾠbalance.	
 ﾠ	
 ﾠWith	
 ﾠthe	
 ﾠcost	
 ﾠof	
 ﾠdebt	
 ﾠservicing	
 ﾠrising	
 ﾠover	
 ﾠ
time,	
 ﾠand	
 ﾠwith	
 ﾠincreasing	
 ﾠpressure	
 ﾠon	
 ﾠsocial	
 ﾠtransfers,	
 ﾠausterity	
 ﾠpolices	
 ﾠwill	
 ﾠ
concentrate	
 ﾠon	
 ﾠlarge	
 ﾠcuts	
 ﾠto	
 ﾠpay	
 ﾠand	
 ﾠpensions	
 ﾠand	
 ﾠsocial	
 ﾠwelfare	
 ﾠtransfers.	
 ﾠ
Unlike	
 ﾠthe	
 ﾠ1980s,	
 ﾠit	
 ﾠwill	
 ﾠnot	
 ﾠbe	
 ﾠenough	
 ﾠjust	
 ﾠto	
 ﾠhalt	
 ﾠthe	
 ﾠrise	
 ﾠin	
 ﾠreal	
 ﾠnon-ﾭ‐interest	
 ﾠ
spending.	
 ﾠ	
 ﾠ
The	
 ﾠBank	
 ﾠfor	
 ﾠInternational	
 ﾠSettlements	
 ﾠ(2010)	
 ﾠestimate	
 ﾠthat	
 ﾠthe	
 ﾠaverage	
 ﾠ
primary	
 ﾠbalance	
 ﾠrequired	
 ﾠto	
 ﾠstabilise	
 ﾠthe	
 ﾠpublic	
 ﾠdebt/GDP	
 ﾠratio	
 ﾠat	
 ﾠthe	
 ﾠ2007	
 ﾠlevel	
 ﾠ
is	
 ﾠ5.4%	
 ﾠannually	
 ﾠfor	
 ﾠ10	
 ﾠyears.	
 ﾠThe	
 ﾠhigh	
 ﾠlevels	
 ﾠof	
 ﾠpost-ﾭ‐crisis	
 ﾠabsolute	
 ﾠpublic	
 ﾠand	
 ﾠ
private	
 ﾠdebt	
 ﾠwill	
 ﾠexacerbate	
 ﾠany	
 ﾠdesired	
 ﾠfiscal	
 ﾠcorrection.	
 ﾠThis	
 ﾠdebt	
 ﾠwill	
 ﾠbe	
 ﾠ
difficult	
 ﾠto	
 ﾠreduce	
 ﾠbecause	
 ﾠthe	
 ﾠpermanent	
 ﾠloss	
 ﾠof	
 ﾠpotential	
 ﾠoutput	
 ﾠmeans	
 ﾠthat	
 ﾠ
government	
 ﾠrevenue	
 ﾠmay	
 ﾠhave	
 ﾠto	
 ﾠbe	
 ﾠpermanently	
 ﾠlowered.	
 ﾠ	
 ﾠ
Ireland:	
 ﾠrole	
 ﾠmodel	
 ﾠfor	
 ﾠausterity	
 ﾠor	
 ﾠnot?	
 ﾠ
	
 ﾠ
Is	
 ﾠIreland	
 ﾠthe	
 ﾠrole	
 ﾠmodel	
 ﾠfor	
 ﾠausterity?	
 ﾠThe	
 ﾠlogic	
 ﾠand	
 ﾠempirical	
 ﾠfoundation	
 ﾠof	
 ﾠ
expansionary	
 ﾠfiscal	
 ﾠcontractions	
 ﾠis	
 ﾠshaky,	
 ﾠat	
 ﾠbest.	
 ﾠThe	
 ﾠexperience	
 ﾠof	
 ﾠthe	
 ﾠ1980s	
 ﾠin	
 ﾠ
Ireland	
 ﾠshows	
 ﾠthat	
 ﾠit	
 ﾠis	
 ﾠpossible	
 ﾠto	
 ﾠreduce	
 ﾠfiscal	
 ﾠexpenditure	
 ﾠin	
 ﾠa	
 ﾠsmall	
 ﾠopen	
 ﾠ
economy	
 ﾠopenly	
 ﾠcourting	
 ﾠforeign	
 ﾠdirect	
 ﾠinvestment	
 ﾠwith	
 ﾠfriendly	
 ﾠtaxation	
 ﾠrates	
 ﾠ
when	
 ﾠthe	
 ﾠrest	
 ﾠof	
 ﾠthe	
 ﾠworld	
 ﾠis	
 ﾠgrowing	
 ﾠand	
 ﾠone	
 ﾠis	
 ﾠreceiving	
 ﾠtransfers	
 ﾠfrom	
 ﾠother	
 ﾠ
states	
 ﾠwhilst	
 ﾠreducing	
 ﾠcostly	
 ﾠunemployment	
 ﾠthrough	
 ﾠemigration.	
 ﾠ	
 ﾠ
It	
 ﾠis	
 ﾠhard	
 ﾠto	
 ﾠsee	
 ﾠIreland	
 ﾠrecovering	
 ﾠin	
 ﾠthe	
 ﾠshort	
 ﾠterm	
 ﾠas	
 ﾠa	
 ﾠresult	
 ﾠof	
 ﾠ
austerity	
 ﾠmeasures	
 ﾠalone.	
 ﾠTheir	
 ﾠshort	
 ﾠterm	
 ﾠdeflationary	
 ﾠimpact	
 ﾠcan	
 ﾠbe	
 ﾠabsorbed.	
 ﾠ
It	
 ﾠis	
 ﾠthe	
 ﾠlong	
 ﾠrun	
 ﾠeffects	
 ﾠalluded	
 ﾠto	
 ﾠin	
 ﾠthe	
 ﾠBIS	
 ﾠstudy	
 ﾠthat	
 ﾠare	
 ﾠcause	
 ﾠfor	
 ﾠconcern.	
 ﾠ
Following	
 ﾠa	
 ﾠdebt-ﾭ‐financed	
 ﾠasset	
 ﾠprice	
 ﾠbubble	
 ﾠhowever,	
 ﾠwith	
 ﾠfirm,	
 ﾠhousehold,	
 ﾠand	
 ﾠ
bank	
 ﾠdeleveraging,	
 ﾠcredit	
 ﾠconstraints	
 ﾠon	
 ﾠnon-ﾭ‐autonomous	
 ﾠprivate	
 ﾠinvestment	
 ﾠ
and	
 ﾠa	
 ﾠgovernment	
 ﾠcommitted	
 ﾠto	
 ﾠausterity	
 ﾠpolicies,	
 ﾠsluggish	
 ﾠgrowth	
 ﾠseems	
 ﾠto	
 ﾠbe	
 ﾠ
the	
 ﾠmost	
 ﾠlikely	
 ﾠoutcome	
 ﾠfor	
 ﾠthe	
 ﾠIrish	
 ﾠeconomy.	
 ﾠWe	
 ﾠare	
 ﾠnot	
 ﾠa	
 ﾠrole	
 ﾠmodel,	
 ﾠbut	
 ﾠa	
 ﾠ
cautionary	
 ﾠtale.	
 ﾠ	
 ﾠ	
 ﾠ 19	
 ﾠ
	
 ﾠ
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